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Bob,

Attached is a testimony that Don Devine, D/OPM,
will be giving on the 23rd of February before the
House Post Office and Civil Service Committee. We
have reviewed the package and believe the only
portion we should respond to is on page 10, relative
to the special group employees: i.e., State Foreign
Service, CIA, etc. State plans to respond
similarly. Our deadline for response is early
Tuesday morning. By that time, we will have a
proposed response for signature. In your absence,
we will be discussing with DD/Pers at 9:30 on
Tuesday. Meanwhile, I have provided the attached
statement for your review.
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HUNORABLE DONALD J. DEVINE
DIRECTUR, U.S. OFFICE OF PERSONNEL MANAGEMENT
before the
COMMITTEE ON PUST UFFICE AND CIVIL SERVICE
U.S. HOUSE OF REPRESENTATIVES -
on
DEVELUPHMENT OF A NEW RETIREMENT PLAN
FOR FEDERAL EMPLUYEES CUVEREVD
BY SOCIAL SECURITY
February 23, 1984

rd

- —

MR. CHAIRMAN AND MEMBERS OF THE CUMMITTEE:

THANK YOU FOR INVITING ME TO APPEAR THIS MORNING TU DISCUSS THE ISSUES
INVULVED IN ESTABLISHING A RETIREMENT SYSTEM FOR NEW FEUERAL EMPLOYEES wWHU
ARE COVERED BY SOCIAL SECURITY, I AM ACCUMPANIED TODAY BY JAMES W.
MURRISON, JR., UPM'S ASSUCIATE DIRECTOR FOR CUMPENSATION, ANV JEAN M.
BARBER, ASSISTANT DIRECTUR FUR FINANCIAL CONTROL ANU MANAGEMENT.

I WOULD LIKE TO BEGIN BY EXPRESSING MY PERSUNAL APPRECIATION TU YOu,
MR. CHAIRMAN, AND THE OTHER MEMBERS OF THE CUMMITTEE, FUR BEGINNING
VISCUSSIUNS ON THIS ISSUE ON SO TIMELY A BASIS. 1 THINK WE ARE ALL AWARE
THAT WE MUST HAVE SERIOUS DISCUSSIUNS THIS YEAR, IF WE ARE GUING TU BE ABLE
TO PRUDUCE AN EQUITABLE RETIREMENT PACKAGE FOR NEW EMPLUYEES NEXT YEAR.
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THE MAGNITUUE AND CUMPLEXITY UF THE PROBLEMS WE FACE MAKE IT ASSULUTELY
ESSENTIAL THAT HE BEGIN OUR WORK IMMEDIATELY. MUCH UF THE NEEDED ANALYTICAL
GRUUNUWURK IS WELL UNDER WAY, BUTH THKUUGH THE WORK BEING DONE BY
LEGISLATIVE BRANCH STAFF AN THEIK CUNSULTANT, AND BY UPM. THEREFORE, 1T 1S
TIMELY TU BEGIN POLICY-LEVEL DISCUSSIUNS AS WELL.

IN YOUR LETTER INVITING ME TU APPEAR TODAY, YOU HAVE OUTLINED A
CUMPREHENSIVE AGENUA. I WOULD LIKE TO RESPUND TO EACH CONCERN IN THE SAME
URDER. BEFORE 1 BEGIN, 1 WISH TO EMPHASIZE THAT I AM PURPUSELY BEING
GENERAL IN MY REMARKS, SO THAT WE CAN PRUCEED IN THE MUST CUNSTRUCTIVE
MANNER. THE ADMINISTRATION HAS OFFERED SPECIFIC PRUPOSALS IN THE FY-84
BUDGET, AND HAS RE-ENDURSED THEM IN THE FY-85 BUDGET. HUWEVER, WE HAVE
ALWAYS SAID THAT THESE PRUPUSALS ARE NOT OUR FINAL WURD. WE ARE INTERESTED
IN THE VIEWS UF FEDERAL EMPLUYEES, GUTSIUE GRUUPS AND MEMBERS UF CUNGRESS.
WE ARE ENTERING THESE DISCUSSIUNS WITH AN UPEN MIND, AND A CUMMITMENT TO
WURK WITH ALL INTERESTED PARTIES TOWARDS ATTAINING OUR OBJECTIVE OF A

FEUERAL RETIREMENT PLAN THAT IS FAIR BUTH TU EMPLUYEES AND TAXPAYERS.
COMPARABILITY ANALYSIS

THE FIRST ISSUE YOU HAVE RAISED IS WHETHER THE RETIREMENT SYSTEM SHOULD
BE CUNSIDERED BY ITSELF OR WHETHER CUNSIDERATIOUN SHOULD BE EXPANUED TO
INCLUDE UTHER BENEFITS ANU CASH CUMPENSATION, WE BELIEVE THIS QUESTION
SHOULD BE LOUKED AT FRUM TW0 PERSPECTIVES. FIRST, WE DO BELIEVE IT MAKES
SENSE, WHEN CONSIDERING RETIREMENT REFORMS, THAT ONE CUNSIDER THE WHULE
RANGE UF CUMPENSATIUN PRUGRAMS AVAILABLE TO THE PUBLIC AND PRIVATE SECTORS.
SECUND, BECAUSE THESE BENEFITS' TUTALS DIFFER DRAMATICALLY AND BECAUSE
DIFFERENT PREFERENCE PATTERNS PRUBABLY EXIST IN EACH SECTUR, IT BECUMES
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UBVIOUS THAT UNE SHUULD NOT ATTEMPT Tu TOTALLY OVERHAUL THE HHULE BENEFITS
AND PAY SYSTEM ALL AT ONCE. THE LIFFERENCES BETWEEN GOVERNMENT ANV THE
PRIVATE SECTUR ARE SIMPLY TOU GREAT TO BE SO RADICAL IN OUR REFURMS.

YW WILL RECALL THAT BUTH THIS AND THE PREVIOUS ADMINISTRATIUN
ATTEMPTED TO PRESENT A "TOTAL COMPENSATION COMPARABILITY™ (TCC) APPRUACH TV
FEVERAL PAY AND BENEFITS. AT THE REQUEST UF THE ADVISORY CUMMITTEE ON
FEDERAL PAY, THE PRESIDENT'S PAY AGENT AGREED TO WITHDRAW ITS TUTAL COMPEN-
SATIUN APPRUACH, AND TU PURSUE SEPARATELY CHANGES IN THE DIFFERENT ELEMENTS
UF.UUR COMPENSATIUN PACKAGE. THIS HAS BEEN THE APPROACH TAKEN IN THE FY-84
AND FY-85 BUDGETS. WE BELIEVE THIS APPROACH IS MORE POSITIVE, AND MORE
RESPUNSIVE TU THt VIEWS PRESENTEU BY CUNGRESS ANU THIS COMMITTEE WHEN YOU
CUNSIDERED THE TCC APPRUACHES OF BUTH ADMINISTRATIUNS.

THE DIFFICULTY IN MAKING A TCC COMPARISUN CAN BE SEEN WHEN ONE LOUKS
CLUSELY AT PRIVATE AND PUBLIC SECTOR BENEFITS. IN MAKING THE CUMPARISUN, WE
HAVE AiTEHPTED TU LUOUK AT ALL BENEFITS, TU ANSWER A QUESTIUN RAISED IN YOUR
LETTER, AND AT ALL OF THE MAJOR STUDIES WHICH HAVE MADE SUCH A CUMPARISUN.
AN APPENDIX TU THIS TESTIMUNY SHUWS EACH BENEFIT ELEMENT PRESENTED
SEPARATELY. A SUMMARY TABLE IS ENTERED IN MY STATEMENT AT THIS POINT.
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THREE ESTIMATES UF THE PRIVATE SECTUR ARE PRESENTEV: A CHAMBER OF
CUMMERCE STUDY wHICH ISHBROADLY REPRESENTATIVE UF THE PRIVATE SECTOR BECAUSE
IT INCLUUES A REPRESENTATIVE SAMPLE OF SMALL FIRMS, THE GRACE CUMMISSIUN
SURVEY WHICH LUOKED AT LARGE CORPURATIUNS BUT DID INCLUDE SOME SMALL FIRMS,
THE STUDY DERIV;D FRUM THE PRUFESSIUNAL, ADMINISTRATIVE, TECHNICAL AND
CLERICAL (PATC) SURVEY USED BY UPM IN ITS PREVIOUS TCC CUMPARISON OF
ESSERTIALLY LARGE FIRMS, AND A HAY ASSUCIATES STUUY IN WHICH LARGE.FIRMS
PREDUMINATED. THE COST ESTIMATES ARt BASED UPON COST TU THE EMPLOYER, AS A
PERCENT UF PAYRULL. THE PENSIUN CUSTS ARE ESTIMATED ON A “NURMAL COST*
BASIS INCLUDING SUCIAL SECURITY, WHERE APPROPRIATE. THE YEARS OF THE
STUDIES DIFFER, WITH THE GRACE CUMMISSIUN SURVEY AND THE FEDERAL SECTUR
SURVEY BUTH DONE IN 1983. THE YEARS UF THE OTHER STUDIES ARE CLOSE ENOUGH,
HUWEVER, TO MAKE SUME GENERALIZATIONS.

THE MUST BRUAULY REPRESENTATIVE SURVEY OF THE PRIVATE SECTOR, THE ONE
BY THE CHAMBER UF COMMERCE, SUGGESTS THAT THE GOVERNMENT PAYS 16 PERCENT UF
PAYRULL MURE FUR FUNDED BENEFITS THAN DUES THE PRIVATE SECTUR. ON THE UTHER
HAND, IF UNE JUST LOUKS AT LAXGE FIRMS, THE HAY ASSOCIATES STUDY SUGGESTS
THAT THE FEDERAL GOVERNMENT UNLY PAYS 5 PERCENT MORE ON FUNDED BENEFITS.
DIRECTLY CUMPARING 1983 BENEFIT LEVELS, USING THE GRACE CUMMISSIUN WHICH HAS

A SMATTERING UF SMALL FIRMS, SUGGESTS THAT THE GOVERNMENT PAYS 14 PERCENT
MORE IN FUNUED BENEFITS THAN THE PRIVATE SECTOR.
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THESE CUMPARISUNS, HUWEVER, ONLY DEAL WITH FUNDED BENEFITS. IF ONE
INCLUDES UNFUNDED LIABILITIES, AT A MINIMUM, THE FEDERAL GUVERNMENT PAYS
TWICE THE BENEFITS PAID BY THE PKIVATE SECTUR, AS A PERCENTAGE OF PAYRULL,
(1U9% OF PAYROLL VERSES 48%). THIS DUES NOT CONSIDER SOCIAL SECURITY'S
UNFUNDED LIABILITY, BUT SINCE THREE-FOURTHS OR MURE OF FEDERAL EMPLUYEES
WILL ULTIMATELY RECEIVE SOCIAL SECURITY TOU, THIS IS APPRUPRIATE.

WHEN UNE LOUKS AT THE TUTAL BENEFITS COST, IT BECUMES CLEAR WHY THE TCC
APPROACH IS TOO RADICAL. EVEN IF ONE ACCEPTED THE QUESTIUNABLE RESULTS OF
THE PATC PAY SURVEY ON WAGES (WHICH FEW DO), AND THE MOST MODEST SURVEY OF
PRIVATE BENEFITS, CUMPARABILITY WOULD DEMAND SUCH A DRAMATIC 6ECREASé IN
BENEFITS ANU PAY FOR FEDERAL EMPLUYEES THAT ANY SUCH CUNSIDERATION WOULD BE
UNREALISTIC.

IT IS, UF COURSE, TRUE THAT EVEN A STUDY LIMITED TU A COMPARISON OF
RETIREMENT BENEFITS SHOWS A DECIDED AUVANTAGE TO THE FEDERAL SECTOR. THIS
TRUTH SHUOULU SHAPE OUR VIEWS WHEN WE ATTEMPT TO DEVELUP A NEW RETIREMENT
PACKAGE, AS WELL AS WHEN WE CONSIDER CHANGES TO THE PRESENT RETIREMENT
SYSTEM FUR EXISTING EMPLUYEES. BUT LIMITING THE DEBATE TU RETIREMENT UNLY
MAKES THE DEBATE HMANAGEABLE. UTHERWISE, WE WOULD BE FORCED TO ARGUE FOR
REDUCTIONS IN BENEFITS AND SALARY ACRUSS THE BUARD, GIVEN THE TCC APPRUACH,
WITH ONLY A FEW MINUR EXCEPTIONS. THE MORE CUNSTRUCTIVE ROUTE IS TO LOOK AT
RETIREMENT BENEFITS 8Y THEMSELVES AND MAKE THéM COMPARABLE T0 PRIVATE SECTOR
PRACTICES, ALTHOUGH NOT NECESSARILY EQUIVALENT TO THEM.
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GENERAL DESIGN

YW NEXT ASKED WHETHER WE SHOULU LOUK AT A DEFINED BENEFIT UK A DEFINED
CUNTRIBUTIUN PLAN, UR PERHAPS A CUMBINATION OF THE TWO. THIS IS CERTAINLY
ONE UF THE MOST IMPORTANT QUESTIUNS Tu BE DECIDED, AND UNE WHERE WE ARE
PARTICULARLY EAGER TU HEAR THE VIEWS UF UTHERS, ESPECIALLY THE VIEWS UF
AFFECTED FEUERAL EMPLUYEES. '

FURTUNATELY, GUR 1983 FEDERAL EMPLUYEE ATTITUDE SURVEY (FEAS) MAS
ALREADY SHED SOME LIGHT ON EMPLOYEE ATTITUDES ON THIS MATTER. WHEN A
REPRESENTATIVE SAMPLE UF FEDEKAL EMPLOYEES (INVOLVING 20,000 RESPUNSES IN
THE FEAS), WAS ASKED TO CHUOSE BETWEEN DIFFERENT RETIREMENT OPTIUNS, THE Two
FAVURITE CHUICES ARE THE PRESENT DEFINED BENEFITS SYSTEM WITH A SUBSTANTIAL
INCREASE IN EMPLUYEE CUNTRIBUTIUNS EVEN TO 17 PERCENT OF PAYROLL, AND A PLAN
WHERE THE GOVERNMENT WUULD SET UP AN ANNUITY ANU CONTRIBUTE 11 PERCENT UF
PAYROLL WHILE EMPLUYEES WUULU AUD WHATEVER THEY WANTED ON TOP OF IT. THE
WAY THE RESPUNSES WERE WORDED, THERE ARE SIMILARITIES BETWEEN THE FURMER AND
A UEFINED BENEFITS APPROACH, AND THE LATTER AND A DEFINED CONTRIBUTION
PRUGRAM.,

SPECIFICALLY, THE QUESTION WAS, "IF YU HAD A CHOICE, WHICH OF THE
FULLOWING WUULD YOU CHOUSE AS A PENSIUNS SYTEM?*

1) SUCIAL SECURITY BENEFITS AND CONTRIBUTIONS ONLY--THEN

~ RELY UN YOUR OWN PERSUNAL SAVINGS OR IRA TU SUPPLEMENT
SUCIAL SECURITY (GOVERNMENT AND EMPLUYEE EACH CUNTRIBUTE
5.6 PERCENT OF PAYROLL): 2.6 OF FEDERAL EMPLUYEES.
2) SOCIAL SECURITY PLUS BENEFITS AND CUNTRIBUTIONS FOR A
MUDIFIED CIVIL SERVICE RETIREMENT SYSTEM TU SUPPLEMENT
SUCIAL SECURITY (GOVERNMENT AND EMPLOYEE EACH CUNTRIBUTE
11 PERCERT): 10.8 PERCENT UF FEUERAL EMPLUYEES.
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3) PRESENT CIVIL SERVICE RETIREMENT BENEFITS AS THEY
ARE--EVEN IF IT MEANS YOU MAY HAVE TU SUBSTANTIALLY
INCREASE YOUR CUNTRIBUTIUN TU 17 PERCENT: 31.9 PERCENT
UF FEDERAL EMPLOYEES.

4) LUWER CIVIL SERVICE RETIREMENT BENEFITS QUTSIDE SUCIAL
SECURITY--1F IT MEANS THAT YOUR CUNTRIBUTION TU THE
SYSTEM WILL NUT BE INCREASED FRUM THE PRESENT 7 PERCENT:
6.5 PERCENT UF FEDERAL EMPLOYEES.

5) A RETIREMENT SYSTEM IN WHICH MONEY WOULD BE DEPUSITED
IN AN APPRUVED PRIVATE ANNUITY ACCUUNT--THE GOVERNMENT
WOULD CORTRIBUTE 11 PERCENT OF PAYROLL AND YUU WOULD ADD
WHATEVER YUU WANT: 41.6 PERCENT OF FEDERAL EMPLOVEES.

6) NO CHUICE BETWEEN THE ABOVE WAS MADE BY 6.7 PERCENT OF
FEUERAL EMPLOYEES.

~

THE FEAS ALSU CLEARLY SHOWS THAT FEUERAL EMPLUYEES PREFER DEFERRED
BENLFITS SUCH AS RETIREMENT, UVER IMMEDIATE CUMPENSATION SUCH AS SALARY.
UNLY 21 PERCENT SAIV THAT THEY WOULD RATHER HAVE MORE TAKE HUME PAY NOW WITH
LUWER RETIREMENT BENEFITS, AS UPPUSED T 52.7 PERCENT WHU SAID THEY WOULD
RATHER HAVE LESS TAKE HOME PAY NUW WITH HIGHER RETIREMENT BENEFITS LATER.

IT IS IMPURTANT TO NUTE THAT FEDERAL EMPLOYEES DU NOT HAVE A UNIFURHM
OPINION ON HUW THE RETIREMENT SYSTEM SHOULD BE STRUCTURED. WE KNOW THAT A
TRADITIONAL LEFINEV BENEFIT PLAN, SUCH AS THE CURRENT CIVIL SERVICE
RETIREMENT SYSTEM, IS VERY ATTRACTIVE TU MANY EMPLOYEES., THIS IS SU BUTH
BECAUSE 1T IS WHAT THEY ARE USED TU ANU BECAUSE IT AT LEAST APPEARS TO UFFER
MUKE CERTAIN BENEFITS UPUN RETIREMENT, HOWEVER, THERE 1S NO INHERENT REASUN
WHY EITHER THE CUSTS OR THE BENEFITS ULTIMATELY RECEIVED SHWULD BE ANY

DIFFERENT UR LESS CERTAIN UNDER THE Twu TYPES UF PLANS.
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WE ARE INCLINED Tu THINK THAT DEFINED CUONTRIBUTIUN PLANS ARE VERY
ATTRACTIVE BECAUSE, 8Y THEIR NATURE, THEY ARE FULLY FUNDED AND THERE 1S NU
RISK UF GETTING INTO THE KINUS OF FINANCIAL SITUATIUNS WE BELIEVE THE |
CUKRENT RETIREMENT SYSTEM NUW FACES. EMPLOYEES' CUNCERNS ABOUT FUTURE
BENEFITS CAN BE UEALT WITH BY TYING SECURITIES INCOME TOVSOME UBJECTIVE
DEVICE, SUCH AS THE CURRENT TREASURY BILL RATE, OR SUME ECUNUMIC INDICATUR.
THESE CHARACTERISTICS MAY MAKE IT PUSSIBLE TU PRUVIDE LUNG TERM ASSURANCE Tu
EMPLOYEES ABUUT THE STABILITY UF THEIR RETIREMENT PLAN, EVEN THOUGH DUNE
THROUGH DEFINED CUNTRIBUTION,

WITH RESPECT TO THE SPECIFIC RELATIONSHIP BETWEEN BENEFITS UNDER THE
NEW PLAN AND SOCIAL SECURITY BENEFITS--WHETHER, FUR INSTANCE, WE SHOULD HAVE
AN "INTEGRATED" OR AN “UFFSET" APPRUACH--WE HAVE NO FIXED VIEW. CERTAINLY
ONE MAJUR FACTUR TO BE CONSIDERED HERE WILL BE WHETHER BENEFITS COMMENCE AT
THE SAME TIME AS SUCIAL SECURITY BENEFITS OR AT AN EARLIER AGE. WE ALSU
'HOPE THAT ANY LINKAGE BETWEEN BENEFITS SYSTEMS WILL TAKE INTO ACCOUNT THE
VERY REAL ADMINISTRATIVE DIFFICULTIES THAT COULU OCCUR IN THIS AKEA. WE
NUTE THAT SEVERAL STATE GUVERNMENTS HAVE ADURESSED THIS PARTICULAR QUESTIUN
RECENTLY AND THEIR EXPERIENCES MIGHT BE INSTRUCTIVE FOR THE FEDERAL SECTOR.

IN THIS REGARD, MANY OF THEM HAVE NOT PRECISELY INTEGRATEUD THE TWO BECAUSE
UF THE LACK UF ADMINISTRATIVE FEASIBILITY IN DOING SU.
ELIGIBILITY AND INFLATION PRUTECTION

WE FULLY RECUGNIZE THAT RETIREMENT AGE AND INFLATION PROTECTION ARE
VERY LIKELY TO BE THE MOST CONTRUVERSIAL AND DIFFICULT ISSUES THAT MUST BE
DECIVED. 1 THINK THAT MOST UBSERVERS WOULD AGREE THAT IT IS IN THESE Twu
AREAS THAT THE CURRENT CIVIL SERVICE RETIREMENT SYSTEM IS MOST UNLIKE
PRIVATE SECTOR PLANS. AND I AM PERSONALLY COUNVINCED THAT REFORMS ARE GUING

TU HAVE TU BE MADE UNDER THE CURRENT RETIREMENT SYSTEM, AS WELL AS FUR THE
NEW PLAN, ON BUTH UF THESE ISSUES.
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THE PRESIUVENT'S 1984 BUDGET ADURESSED THE NEEV TU REMOVE THE INCENTIVES
FgR EMPLUYEES TO RETIRE EARLY, AT THE PEAK OF THEIR CAREERS, WHILE THEY
STILL HAVE SUCH A VALUABLE CUNTRIBUTIUN TO MAKE IN TERMS OF THEIR EXPERTISE
AND INSTITUTIONAL KNOWLEDGE. THIS NEEU REMAINS A PARAMOUNT PERSUNNEL
MANAGEMENT CONSIDERATIUN,

THE PRESIDENT'S BUDGET FOR FISCAL YEAR 1985 INCLUDES PRUPUSALS FOR WHAT
WE BELIEVE TU BE THE RIGHT APPROACH TO INFLATION PROTECTION. FIRST,
CUST-UF-LIVING AUJUSTMENTS WOULD BE LIMITED TU THE LESSOR OF PRICE INCREASES
UR FEDERAL WAGE INCREASES. SECOND, FULL INUEXATION WOULD ONLY APPLY TO
THOSE ABUVE AGE 62 AND TU THE FIRST 310,000 OF ANNUITY--APPRUXIMATELY
EQUIVALENT TU THE MAXIMUM INUIVIDUAL SOCIAL SECURITY BENEFIT--AND AN ANNUITY
ABUVE THIS AMUUNT WOULD RECEIVE UNLY 55 PERCENT OF THE CUST-UF-LIVING
ADJUSTMENT. THUSE BELUW AGE 62 WOULD RECEIVE ONE-HALF THE COST-OF LIVING
INCREASE. WE BELIEVE THIS APPROACH WOULD MUCH MORE CLOSELY RESEMBLE WHAT
RETIREES RECEIVE IN THE PRIVATE SECTUR, WHERE ONLY THE SOCIAL SECURITY
BENEFIT IS FULLY INDEXED AND WHERE ANY INCREASE IN PRIVATE PENSIONS BENEFITS
ARE ONLY PARTIAL OR AD HOC.

OUR TCC CUMPARISON, SHOWN ABOVE, RAISES QUESTIUNS ABOUT YOUR PREMISE
THAT FEDERAL RETIREMENT SYSTEM CUSTS ARE MURE THAN OFFSET BY “SHURTFALLS" IN
OTHER BENEFITS. I ONLY MENTION THAT BECAUSE YUUR LETTER RAISES THAT ISSUE
HERE. VYET, THAT GETS AWAY FROM THE PRINCIPAL FOCUS OF THIS HEARING. 1 AM
PARTICULARLY INTRIGUED, HOWEVER, BY YOUR SUGGESTIUN THAT IT MIGHT BE
PUOSSIBLE TU STRUCTURE THE INDEXATIUN FEATURE TU REDUCE CUSTS IN ORUER TU

OFFER SOME SURT UF THRIFT PLAN., WE WOULD VERY MUCH LIKE TU WORK WITH YOU UN
THIS SUBJECT.
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ONE AUDITIUNAL POINT UN THE RETIREMENT ELIGIBILITY QUESTION: WE DU MAVE
CERTAIN SPECIAL GRUUPS OF EMPLUYEES, SUCH AS LAW ENFORCEMENT OFFICEKS,
FIREFIGHTERS, AND AIR TRAFFIC CUNTROLLERS, FOR WHUM SPECIAL ARRANGEMENTS MAY
BE NECESSARY UNDER THE NEW PLAN SIMILAR TU THUSE UNDER THE CURRENT
RETIREMENT SYSTEM. 1T IS SIMPLY NOT FEASIBLE FUR SUME EMPLOYEES TO CUNTINUE
TO WURK IN PUSITIONS REQUIRING A YUUNG AND VIGOUROUS WURKFORCE UNTIL SOCIAL
SECURITY BENEFITS CUMMENCE. STILL, CUNSIDERABLE WURK MAY NEED TU BE DONE TU
RATIUONALIZE ANV UPDATE DEFINITIONS UF WHO SHUULU BE CUVERED IN THESE SPECIAL
GRUUPS ANU PRECISELY WHAT THEIR BENEFITS SHUULD BE.

FUNDING

AS IS WELL KNUWN, 1 HAVE BEEN VERY CRITICAL OF THE FUNDING ARKANGEMENTS
UNDER THE CURRENT CIVIL SERVICE RETIREMENT SYSTEM. THE FUNDING SYSTEM THAT
HAS BEEN IN USE, WHILE PRODUCING TECHNICAL SULVENCY, HAS ALLOWED AN
ACCUMULATION UF A HUGE UNFUNDED LIABILITY--NOW $515 BILLION--ESSENTIALLY
© UBLIGATING TOMURROW'S CITIZENS TO PAY A MAJOK PURTIUN UF THE COSTS FUR THE
SERVICES WE ARE RECEIVING FROM FEDERAL EMPLOYEES TODAY. THE SIZE OF THIS
MUSHRUUMING LIABILITY HAS CAUSED GRUWING APPREHENSIUN AMONG A BRUAD SPECTRUM
OF UBSERVERS, AND SHOULD BE A SOURCE UF GREAT CUNCERN TO FEDERAL EMPLOYEES
TUU--SINCE THEY MUST CUMPLETELY RELY UN THE BENEFICZENCE OF TOMURRUW'S
TAXPAYERS TO PAY THE COSTS UF A RETIREMENT SYSTEM THAT IS GENERUUS WHEN
COMPARED Tu THE PRIVATE SECTUR.

FUR THIS REASUN, I FEEL VERY STRONGLY THAT ANY NEW RETIREMENT PLAN WE
ESTABLISH MUST BE FULLY FUNDEU ON A CURRENT BASIS, SU THAT BOTH EMPLUYEES
AND TAXPAYERS WILL KNOW THAT MONEY TO PAY FOR BENEFITS IS BEING PUT ASIUE AS
RAPIOLY AS THE LIABILITY TU PAY THUSE BENEFITS IS ACCRUING.
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WITH RESPECT TU WHETHER THE MONEY FOR THE NEW PLAN SHUULD BE HELD
WITHIN THE CURRENT CIVIL SERVICE KETIKEMENT FUND, OR HELD SEPARATELY, WE
HAYE NU FIXED OPINION. WUMEVER, 1 DO WISH TU STRESS TWO POINTS THAT 1
BELIEVE ARE VERY IMPORTANT MERE.
" FIRST, ALTHUUGH IT PRUBABLY WILL BE NECESSARY TO FUND THE SYSTEM WITHIN
GUVEKNMENT, 1 DU NOT THINK WE SHOULD USE THE MONEY BEING PUT ASIDE ON BEHALF
UF EMPLUYEES UNDER THE NEW PLAN TU PAY BENEFIT LIABILITIES ACCRUED UNDER THE
CURKENT CIVIL SERVICE RETIREMENT SYSTEM. THIS USE OF THE RETIREMENT FUND
TREATS THE FUND ESSENTIALLY AS A REVULVING FUND, RATHER THAN A BONA FIDE
TRUST FUND, AND HAS LED TU THE FINANCIAL SITUATION WE ARE IN TUDAY. THIS
MUST BE AVUIDED AT ALL COSTS. ACCURDINGLY, IF THE MONEY FUR THE NEW PLAN IS
INCLUDED WITHIN THE CURKENT RETIREMENT FUND, 1 BELIEVE THAT IT MUST, AT THE
VERY LEAST, BE SEPARATELY ACCOUNTED FUR AND SEPARATELY TARGETED TUWARDS
BENEFITS.

SECUND, WHILE WE ARE CREATING A NEW RETIREMENT PLAN, 1 BELIEVE WE MUST
MAKE APPRUPRIATE ARRANGEMENTS TU ENSURE THAT THE CURRENT CIVIL SERVICE
RETIREMENT SYSTEM REMAINS ABLE TU MEET ITS OBLIGATIONS FUR THE NOW-CLOSED
WORKFORCE IT COVERS, ESPECIALLY AS EMPLOYEES MATUKE AND RETIRE. WE BELIEVE
THAT THIS CUULD MOST SIMPLY BE DUNE BY CREATING A NEW ACTUARIAL ESTIMATE OF
THE UNFUNDED LIABILITY AND THE CURRENT 30 YEAR PAYMENTS AND DETERMINING AN
APPRUPRIATE AMURTIZATION SCHEDULE WHICH WOULD RISE AS EMPLUYEE AND AGENCY
CONTRIBUTIONS DECLINE. THIS WOULD GUARANTEE THE INTREGRITY OF_THAT SYSTEM
AND ALLOW US TU PAY FUTUKE BENEFITS. THIS WOULD NOT BE SU A+VER&HELMING
BURDEN ON FUTURE TAXPAYERS .IF SOME REDUCTIUNS IN CURRENT BENEFITS ARE MALE
AT THE SAME TIME. NONETHELESS, IT IS NECESSARY TU GUARANTEE THAT THE
OBLIGATION TO CUKRENT EMPLOYEES, HUMEVER MODIFIED, IS ACTUALLY PAID.
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WE HAVE AN UPEN MIND WITH RESPECT TU WHETHER THE PLAN SHUULY BE
CUNTKIBUTOR, OR NON-CUNTRIBUTORY FOR ITS EMPLUYEE PARTICIPANTS. OF CUUKSE,
EMPLOYEES WILL BE CUNTRIBUTING TOWARDS SOCIAL SECURITY AND, IN THAT SENSE,
MUST MAKE CUNTRIBUTIONS. PRUBABLY SUME LEVEL UF CUNTRIBUTIONS ABUVE THAT
MAKES SENSE, GIVEN EMPLUYEE PREFERENCES FUR HIGH RETIREMENT BENEFITS, BUT WE
ARE WILLING TU DISCUSS UTHER ALTERNATIVES. :

CUVERAGE

WITH RESPECT TU CUVERAGE UNDER THE NEW PLAN, WE HUPE THAT IT WILL HAVE
ATTRACTIVE FEATURES FUR CURRENT EMPLUYEES. ONE MAJUR DEFICIENCY IN THE
PRESENT RETIREMENT SYSTEM IS THE WAY IT REWARDS LONé-SERVlCE EMPLOYEES, AT
THE EXPENSE UF SHURT-SERVICE EMPLUYEES. HAVING COVERAGE UNDER SOCIAL
SECURITY WILL IMMEDIATELY BE ATTRACTIVE TO SHURT-SERVICE EMPLOYEES BECAUSE
SOCIAL SECURITY IS PORTABLE. IF GIVEN THE CHUICE, SOME EMPLOYEES--
ESPECIALLY THOSE AT THE LOWER INCOME LEVELS--WILL FIND IT ATTRACTIVE TU
~ SWITCH, WHATEVER THE OTHER BENEFITS, THIS IS BECAUSE SUCIAL SECURITY
"TILTS" TOWARD LOW INCUME RETIREES. IF THE NEW PLAN OFFERS MORE PURTABILITY
OF BENEFITS--AS WE THINK IT PRUBABLY SHOULD--THERE WILL CERTAINLY BE GREAT
INTEREST ON THE PART UF SUME CURRENT EMPLOYEES TO MOVE TU THE NEW PLAN, ANV
WE ARE INCLINED TU THINK THEY SHUULD BE ABLE TO DU SU.

IN CLUSING, I WOULD LIKE TO EXPRESS ONCE AGAIN OUR READINESS TU WURK
WITH THEACUHMITTEE AND OTHER INTERESTED PARTIES ON THESE AND OTHER ISSUES.
WE APPRECIATE THE CUMMITTEE'S TIMELY CONSIDERATION OF THESE UISCUSSIONS AND
I WUULU BE HAPPY TU ANSWER ANY QUESTIUNS THE CUMMITTEE MAY HAVE.

APPENDIX; COMPARISON UF .EMPLOYER COSTS FOR BENEFITS, FEDERAL ANV PRIVATE
SECTUR
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COMPARISON OF EMPLOYER COSTS FOR BENEFITS, FEDERAL AND PRIVATE SECTOR
(PERCENT OF BASIC PAY) :

Private Sector Benefits

1 Il I v ] Vi
U S Chamber Grace TCC Hay Hay/C of C Federal
of Commerce | Commission Results Associates (1 &1v) Sector
(Smal) firms (Large and (Large firm
-included) medium firms)| emphasis)
1981 1983 1980 1982 1983
1. Penstons and Legally
Required Payments
(a) OASDI(FICA), Pen- 8 8 B
sfons/Retirement 11.5 12.4 17.1 15.5 15.5 29.5
(b) Unemployment
Compensation 1.2 1.5 A A 1.2 A
(c) Workers Compen- J
sation (FECA) 1.4 1.7 A A 1.4 1.4
(d) Ratlroad Retire-
ment Tax 0.1 A A A 0.1 A
2. Other Agreed-upon
Payments
(a) Health Insurance,
Life Ins., Death
Benefits 6.0 6.5 5.8 7.3 7.3 4.5
(b) Short Term Dis-
ability 0.4 c C c c c
(c) Long Term Dis- :
ability 0.2 G 0.1 0.1 0.1 ()
(d) Dental Ins, Pre-
miums 0.4 D D 0 0 0
{e) Employee Dis-
counts 0.1 A 0.} 0.1 0.1 F
() Meals Furntshed
by Employer 0.2 A E E E A
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tmployer Benefits Costs, continued

Private Sector Benefits

I 1 I v v vi
U S Chamber Grace cC Hay ‘Hay/C of C Federa)
of Commerce | Commission Results Associates (1 &1v) Sector
(Small firms (Large and (Large firm
included) medium firms)| emphasis)
1981 1983 1980 1982 198°
(g) Miscellaneous
(vision Care,
Prescription
Drugs, Separation
Pay/Severance Pay,
Moving Expenses
etc.) ' 0.2 A F F F 0.2
3. Paid Rest Periods,
Lunch Periods,
Travel Time, Wash-up
Time, etc. 3.4 7 3.8 3.8 3.8 2.0
4. Payments for Time
Not Worked
(a) Paid Vacatfions 5.0 5.2 5.9 4 ] 7.7
(b) Paid Holiday Not
Worked 3.4 3.6 3.9 3.4
c) Paid Sick Leave 1.3 1.8 1.8 12.8 12.8 3.5
d) Misc. Payments
for Nonwork Time;
Jury Duty,
Yoting, Personal
Reasons, Guard
508, T8 dher 0.3 0.3 0.3 { l 0.3Y
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tmployer Benefits Costs, continued
Private Sector Benefits
1 11 1l v v vl
U S Chamber Grace TCC Hay Hay/C of C Federal
of Commerce | Commission Results Associates (1&1vY) Sector
(Small firms (Large and (Large firm
fncluded) medium firms)| emphasis)
1981 1983 1980 1982 1983
5. Other {tems
(a) Profit Sharing
Payments 1.1 1.6 2.4 2.4 2.4 F
(b) Thrift/Capital
Accumulation Plan 0.4 H 1.1 2.1 2.1 F
(c) Bonuses:Xmas/Other
Awards :Suggestion/ J
Other,etc. 0.3 0.4 0.9 0.9 0.9 0.3
(d) Employee Education
Expenditures 0.2 A 0.1 0.1 0.1 0.2
(e) Spectal Wage
Payments Ordered
By Courts to Union
Stewards, etc. 0.2 A A A 0.2 A
(f) Auto Parking and
Personal Use A A 0.8 0.8 0.8 A
(g) Other Miscellan-
eous Benefits A 0.7 0.6 0.6 0.6 0.6
Total as Percent of
Payroll 37.3% 39.4% 44.7% 46.5% 49.4% 53.6%
6. Unfunded Pension J
Liability 0.1 0.1 0.1 0.1 0.1 55.5
Grand Yotal as Percent
37.4% 39.5% 44.8% 46.6% 49.5% 109.1%

of Payroll
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SURVEY SOURCES
1. U..S. Chamber of Commerce, "Employee Benefits - 1981.°

11. President's Private Sector Survey on Cost Control, “"Report of the Task
Force on Personnel Management”, April 15, 1983 (Grace Commission).

111. U. S. Office of Personnel Management, unpublished 1980 data.

Iv. Hay Associates, "Comparability of Federal and Private Sector Non-Cash
Compensation - 1982.°

V. Hay Associates (column IV) data where available. Remaining data are
from U.S. Chamber of Commerce (column I).

VI. U. S. Office of Personnel Management data, except as indicated.

FOOTNOTES

A. Not in survey.

B. The Hay and TCC retirement results are higher than those for the Chamber
and Grace Commissfon largely because of a difference in the estimated value of
the Social Security benefit. The Chamber and Grace Commission Social Security
figures, 6.3% and 6.2% respectively, are strictly on an employer outlay

basis. The Hay (15.5%) and TCC (17.1%) total retirement figures are based on
the estimated normal cost of Social Security which exceeds combined employer
and employee outlays. The Hay estimate of the employer cost of Soctal
Security (post-1983 reform) is 7.0% while the TCC estimate (pre-1983 reform)
is 8.2%. Also, Hay and TCC include factors of 1.7% and 2.0%, respectively, .
for the Social Security tax advantage. The Chamber and Grace Commission do
not include tax advantage. If done on a consistent basis with the Chamber and

Grace Commission, the Hay and TCC retirement values would be 13.0% and 13.1%,
respectively.

C. Included in sick leave benefit.
D. Included in health insurance benefit,
E. Included in other miscellaneous benefits.

F. Less than 0.1%.

6. Included in pension benefit.

H. Included in profit-sharing benefit.

1. Basic data from Table IV-3, report of Grace Commission Task Force on
Personnel Management, converted to percent of total basic payroll using FY

1981 ratio of Total Payroll Accounts to Total Basic Payroll (1.0679) from
Table 1V-1 of report.

J. From Grace Conmission report.
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Comparison of Federal and Private Sector Employer Costs
for Benefits, Survey Information

1. U.S. Chamber of Commerce, "Employee Benefits - 1981.°

- Survey Participants: 994 manufacturing and non-manufacturing
companies. (52 percent manufacturing, 48 percent non-manufactur-
ing.) Participants included firms reporting in the Chamber's 1979
and 1980 surveys, plus samples of firms from Poors Register of
Corporations, Directors and Executives 1981 (omitting firms with
fewer than 100 employees). Survey results reflect simple aver-
aging of establishment values with no correction for non-respon-
dents.

- Employees Covered: Generally non-exempt from FLSA. The largest
group of respondents had between 5 and 499 employees (41%); 17%
had between 500 and 999 employees; 19% had between 1,000 and

2,499 employees; 11% had between 2,500 and 4,999 employees; and
12% had 5,000 or over.

I1. The President's Private Sector Survey on Cost Control (6race Commission)
*Report of the Task Force on Personnel Management, April 1983.°

- Primary Survey Sources: Hay Associates Non-Cash Compensation
Survey, 1982 idescribed above).

Bankers Trust Company, "Corporate Pension Plan Study, a Guide for
the 1980°'s."
- Survey Participants (Bankers Trust): A total of 240 companies in
erent 1ndustrial categories.
- Employees covered (Bankers Trust): More than 8,200,000 employees
under 325 different benefit plans.

111. U.S. Office of Personnel Management, (TCC Results) Unpublished 1980 Data

- Survey Sources: USDL, Bureau of Labor Statistics survey of Level
of Benefits (LOB) among 1,469 establishments (mining, construc-

tion, manufacturing, transportation and others). This survey was
conducted using the same survey universe as the annual survey of
Professional Administrative, Technical and Clerical Pay (PATC),
with data analysis conducted by OPM. This survey involved random
selection and the results were corrected for non-respondents and
weighted by number of plan participants in each establishment.

- Employees Covered: Survey represents 21 million employees in
Professional -Adninistrative, Technical-Clerical, and Production
occupations.

. Participant Distribution: The survey respondents were in metro-
politan and non-metropolitan areas within the 48 contiguous
states, .
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IV. Hay Associates, "Comparability of Federal and Private Sector Non-Cash
Compensatfion - 1982.°

Hay conducted an update of OPM's 1979 Federal and private benefit
data using their proprietary data base as described below.
Survey Participants: 805 manufacturing and non-manufacturing

~ companfes, (36 percent manufacturing, 64 percent non-manu-

facturing and services.)

Employees Covered: FLSA exempt and non-exempt salaried and hourly
employees. The survey respondents were predominantly medium and
large employers; Less than 5% of the respondents had fewer than
100 employees; 23% had between 100 and 999 employees; 40% had

between 1,000 and 4,999 employees; and 34% had in excess of 5,000
employees.

Participant Distribution: Most of the survey respondents were in
the Mid-AtTantic states (34%); 21% were in the Central states;
16% in the South; 9% in the Plains states; 8% on the West Coast;
8% in the Northeast; and 3% in the Mountain states,

v. Hay and Chamber of Commerce

Hay Associates (Source 1V) survey data where applicable.

Remaining data are from U. S. Chamber of Commerce (Source 1)
survey.

v. Federal Benefits

- Data sources: OPM actuarial, financial and personnel data (excluding

FEHBP contributions Calender yr. 1983
CSRS normal cost

FEGLI contributtions
Leave usage and accrual
Other Federal benefits

Fiscal yr. 1982
Calendar yr, 1983
Calendar yr. 1980
1980 TCC data

Analysis prepared by Office of Pay and Benefits Policy, December, 1983.
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